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Summary
Expanding supply is the theme of the cattle
industry in the coming year. Supplies will
expand as a result of a larger calf crop, more
live imports from Canada, more cattle in the
feedlot pipeline, and heavier weights. Cattle
producers are aggressively retaining both beef
and dairy heifers to apparently expand the
breeding herd even more in coming years. 
Beef supplies are expected to rise by about 6
to 7 percent over the next 12 months
compared to the previous 12 months. Finished
steer prices are expected to average about
$82 compared to over $86 in the past 12
months. Calf prices are expected to be lower
as well.
Opening of the Canadian border to live animal
shipments is expected to contribute to about
one-half the increase in beef supply. The
expected Canadian supply increase, in the
absence of opening our Asian export markets,
is the primary reason for price decreases.
Movement toward opening the Asian markets
appears to be at a standstill until one, or both,
sides are willing to make fundamental
changes in their current position on BSE
testing. 
Beef cow expansion is expected for the rest of
the decade with brood cow numbers peaking
in the 2010 to 2012 period. Calf prices should
be profitable over the next several years, but
with margins reaching their lowest returns
around the cyclical peak of the brood cow
herd.
The Numbers
Total U.S. cattle inventory numbers on June 1
were up about 1 percent as reported in
USDA’s July Cattle report. The cattle herd
continues to expand with nearly 1 percent
more beef cows and a similar increase in dairy
cows. Even more growth appears to be on the
way with an increase of 4 percent in beef
heifers being retained to go back to the brood
herd and 3 percent more dairy heifers. The
2005 calf crop is estimated to be 37.8 million
head which is up .5 percent. The mid-year
inventory update does not provide individual
state inventory numbers. 
The beef cow expansion has just started. After
peaking in 1995 at 36.1 million head, the herd
declined to 33.5 million in the July 2004
inventory count. The last beef cow cycle was
14 years, spanning five years of expansion
from 1990 to 1995 and nine years of decline
from 1995 to 2004. 
On-feed numbers at the start of July were up
3 percent. This was higher than expected as
June placements expanded by 7 percent and
marketings dropped by 1 percent.  
More Cattle From Canada!
Cattle markets are questioning how many
cattle may come from Canada now that the
border has been opened? It will likely take
some time for flows to adjust, but prices have
been depressed in Canada and animals will
quickly flow to the U.S. 
The year 2002 was the last full calendar year
of live imports from Canada when the U.S.
imported 1.7 million head, approaching 5
percent of U.S. slaughter. Since that time, the
size of the Canadian calf crop has increased
by 300,000 head, but their slaughter capacity
also grew by 900,000 head. So, this may
mean that just under a million head of cattle
could flow to the U.S. annually. This would
increase U.S. beef supplies about 3 percent.
The border re-opened on July 18, 2005. In the
first three weeks, the flow is gaining
momentum. For perspective, if the U.S.
imports about 900,000 head a year from
Canada, this would be an average of 17,300
per week. The rates in the first three weeks
have been 6,300; 8,900; and 11,900. With
nearly 12,000 head per week already, it
appears that the adjustment will not take long.
How many of these are slaughter animals? In
the first three weeks, 61% have been
slaughter animals and 39% have been feeder
animals destined for U.S. feedlots. The 61/39
split is the same ratio of slaughter-to-feeder
as occurred in 2002, the last full calendar year
of Canadian live imports. 
So in the short-run, U.S. slaughter supplies
will only increase by about 1.7 percent as a
result of Canadian imports for slaughter, but
Canadian live imports will rise to around 3
percent of slaughter once current feeder
imports reach slaughter weights in early 2006.
The opening of the border would be expected
to result in an equating of U.S. and Canadian
prices adjusted for quality and transportation
costs to U.S. packers. That is precisely the
way the market has behaved, as Canadian
prices came up sharply and U.S. prices
dropped. In the last week of June, U.S.
slaughter steers in the Midwest were $11.64
per hundredweight higher than similar Ontario
auction steers as reported by USDA in U.S.
dollars. In the first two weeks of the border
opening the U.S. premium closed to just $1.70
per live hundredweight premium. During this
short period, Ontario steers rose by $6.19 and
Midwest prices fell by $3.75
Beef Production Up, Prices Down
Beef production is expected to rise
substantially over the next year given the
large number of cattle in feedlots, the increase
in live cattle from Canada, a larger calf crop,
and heavier marketing weights. As shown
below, and in Table 4, beef production in the
last-half of 2005 is expected to be up by
nearly 7 percent which would be composed of
about a 6 percent greater head count and 1
percent heavier weights. Beef supplies in the
first-half of 2006 are expected to rise by about
the same amount. 
As a result of these large supply increases,
cattle prices are expected to be lower over the
coming year. The price forecasts are based
on the assumption that beef exports to Asia
will not be restored. If these markets are re-
opened, prices would be higher assuming
other factors remained the same.
Finished steer prices (Nebraska based) are
expected to average near $80 in the third
quarter of 2005 and move to an average a few
dollars higher in the fall. If so, the average
2005 yearly price of finished Nebraska steers
would be near $85, very close to the level in
both 2003 and 2004. Prices are expected to
average around the mid-$80s in the first
quarter of 2005 and drop to the low $80s for
the second quarter.
Calf prices would be lower as well. This fall,
Oklahoma City 500-550 pound steers are
expected to trade in the $110 to $125 range.
This would be about $8 per hundredweight
lower than last year. Eastern Corn Belt calves
are often $3 to $5 lower than these
benchmark prices on the Plains. Estimated
prices for heifers are also shown below and in
Table 5. 
%Change Finished 450-500# 500-550# 750-800#
Year Qtr. Mill. #'s Year-Ago Steers Heifers Steers FeederSteers
2003 I 6,282 -1.5% $77.82 $89.79 $97.68 $78.48
II 6,902 1.0% $78.49 $92.81 $99.18 $82.49
III 7,081 -0.2% $83.07 $95.97 $104.33 $94.90
IV 5,973 -11.9% $99.38 $102.37 $111.23 $103.51
Year 26,238 -3.1% $84.69 $95.24 $103.11 $89.85
2004 I 5,838 -7.1% $82.16 $103.57 $111.50 $87.98
II 6,253 -9.4% $88.15 $116.47 $122.45 $104.58
III 6,360 -10.2% $83.58 $123.51 $129.12 $116.27
IV 6,097 2.1% $85.09 $112.94 $125.13 $110.19
Year 24,548 -6.4% $84.75 $114.12 $122.05 $104.76
2005 I 5,727 -1.9% $89.09 $122.70 $129.75 $104.09
II 6,195 -0.9% $87.96 $124.70 $136.05 $113.36
III 6,953 9.3% $79.54 $112.42 $120.40 $107.94
IV 6,392 4.8% $82.55 $107.74 $117.11 $105.62
Year 25,267 2.9% $84.79 $116.89 $125.83 $107.75
2006 I 6,134 7.1% $84.84 $116.09 $124.77 $101.89
II 6,686 7.9% $80.73 $109.14 $115.75 $98.06
More detail can be found in Table 5
Cattle Prices ($/cwt.)Beef Production
Implications for the Industry
Beef producers are expected to feel the pinch
of rising supplies in the coming year as prices
edge lower. Over the past 12 months, prices
for finished steers averaged $86.43 per live
hundredweight. In the next 12 months
however, finished steer prices are expected to
average closer to $82. While these are very
strong cattle prices by historic standards, the
record high prices paid for feeder calves over
the past several months will put some feedlot
budgets in jeopardy. 
Moderating cattle prices and feedlot financial
losses may cause producers to put more
pressure on USDA to find an acceptable
solution to BSE testing that will enable the
reinstatement of our beef exports to Asia. At
this writing, opening of the Asian market in
2005 does not appear likely. Clearly, the U.S.
and Japan both have much to gain by working
toward a solution, but one or both sides will
need to demonstrate a willingness to change
their current positions. 
Brood cow producers can look forward to
another profitable year in 2005 even with calf
prices $5 to $10 lower this fall compared to
last fall. The buildup of the beef herd will likely
continue for another four to six years. This
means that calf prices should be profitable for
a few more years, but margins would be
expected to narrow late this decade with a
maximum cow herd size on this cycle around
2010 to 2012. While the old cattle cycle is
expected to remain in place into the future, its
impact on cattle prices may not be as
dominant as in the past. This is especially true
given such major influences as demand shifts
and trade distortions as the industry has
witnessed in recent years. 
Given this summer’s weather patterns, there
will be some differential impacts on the cattle
industry. Favorable corn, soybean, and forage
yields in the western Corn Belt will result in
even lower regional prices for these important
feed ingredients relative to Illinois, Missouri,
and the eastern Corn Belt. This will mean
somewhat more stimulus for cattle feeding
and brood cows in the western Corn Belt and
central Plains. Easing of the long-term drought
for the western Plains and the Mountain
States is also stimulative to cattle numbers in
those regions. 
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